INTERECONOMICS:
Mr. Audouard, in 1965 Germany's foreign trade situation has developed for the first time along lines which could not have been anticipated a few years ago, Last year, from January to September, imports showed a rate of increase of 22 % compared with a rate of 12,6% the year before. On the other hand, the export growth rate was a mere 10.2~ in 1965, compared with 11.3 ~ the previous year. This resuited in a trading deficit for the first three quarters of 1965 of DM 432 million, as opposed to a credit balance of DM 685 million during the same period of 1964. During the corresponding period of 1963 there was actually a surplus of about DM 1,300 million. This figure led to discussion of a turning point in the West German export trade. In this connection, Mr. Schulz (Head of the Foreign Trade Commission of the VDMA) in a recent press conference, gave a warning about an ever-optimistic view of the export situation. This remark was generally accepted as a warning. What is your opinion of the situation? AUDOUARD: You said that the present situation could not have been foreseen some years ago. I must disagree with you here, since the present position was exactly predicted by those who do realistic and concrete work in this sphere, not just in theory, structure, etc. It had repeatedly been said that, sooner or later, the time must come when this type of surplus trade balance wouId disappear-simply because the price situation had changed in recent years. Fo~ example, the present level of wages means we are in a position where we are at a definite disadvantage, vis-a-vis our chief foreign competitors. The fact is that, speaking internationally, we have the highest wages, and have eleven public holidays a year, compared with the five or six of our foreign competitors. There is no question but that these factors all have a very great bearing on the subject and that we foresaw their effects.
Mr: Audouard, you referred to the development of the price situation. Between January and September last year the price index for exports of machinery rose from 120.1 to 121.6. In other respects the increase was smaller: and in steel construction the price index even dropped from 110.3 to 109.8; the electrical industry only had an increase of from t06.4 to 107.9; in the precision tool and optical industries the increase was from ROLF AUDOUARD was born at Oldenburg in Oldenburg in 1905. After he had passed a high-class secondary school, providing humanistic education, Herr Audourd served his apprenticeship in an export house. His studies of the laws were followed by a ten-year stay in China and other East Asian countries. Herr Audourd is Deputy Director of VDMA (Verein Deutscher Maschinenbau-Anstalten: Association of German Machine-Building Establishments), the member finns of which have contributed essentially to Germany's success in exports. Rolf Audouard is an authority among German exporters and he has written various articles on China, Eastern Asia and Latin America, published in newspapers and periodicals.
116.9 to 118.2; in the textile industry from 100.1 to 100.5. You must admit that these price increases are so minimal that it is inexplicable that the deterioration of the German export situation can be due to the price factor.
AUDOUARD: In fact, we should not be talking about price increases but about cost increases. Indeed, prices obtained are only marginally higher in other markets of the world. But this does not mean that there has not also been a considerable rise in costs, even more than in prices. Profit margins must have diminished considerably in the process, which explains the declining interest in certain export business.
Perhaps we should give a few more detailed figures about costs. The wage increases--the most important aspect, of these costs--rose by 8~ in the German Federal Republic last year, compared with only 5 ~ in England. On this figure, Germany's situation should indeed be worse than England's. But increased wage costs should not be considered in isolation. If we take productivity figures as well we get quite a different picture. In England there was a productivity increase of only I-2%; but in Germany productivity increased by from 5-6 ~ In the light of these figures, it might perhaps be said that Germany is in a better position than other countries b ec a us e of its increased productivity. AUDOUARD: I will try to explain it although, of course, I am not qualified to give information on American plants. But if anyone has succeeded, by whatever methods, in obtaining higher prices, then they must have been "lucky". There is a whole series of products where price conditions favour the USA because of their enormous investment at an earlier date. We must get away from the idea that everything which comes out of the USA is expensive. On the contrary: in mass-production--and by all means this includes the machinery branch--there are sectors in which the USA, because of their mass-production, can offer very considerably lower prices. As to Italy, I must admit that I am not quite certain about cost structure and export prices there, and you will also know that certain discussions are taking place now in the European Law-Court on support measures for Italian exports which run contrary to the provisions of the Treaty of Rome. In any case it must be noted in Italy that many businesses are stateowned, which means that one cannot be sure about their formation of prices and whether this is based on sound economic principles.
This brings me to the next question, Mr. Audouard. What is the position on support or promotion of exports in the Common Market countries or in countries competing in the international market? Are German exports in a bad position here?
AUDOUARD: Yes, certainly, because we are always holier than the Pope, And when you read through the relevant articles of the Treaty of Rome, when you take the basic OECD agreements, and when you take all the very comprehensive GATT rules, there are certain things which conform to all these rules and others which, to say the least, are uncertain. The Federal Republic has taken pains to follow these things through to their very end, whereas in other EEC countries--with the exception perhaps of Belgium and the Netherlands--there are certain things which are doubtful, at least as regards all these agreements.
Mr. Audouard, in our institute we are making a very thorough investigation of this particular question of export promotion in various industrial countries. And although the investigation is not yet completed, our first conclusion is that. in every country where this question of export promotion crops up, people say: "Oh! well, the others ... They are much better placed. We Italians, we Japanese, w e English, are always in a much worse position, compared with the French, the Germans, the Americans, or whoever. W e must have more support." That is one thing we have found, so we are not surprised to hear you say: "We Germans are in a worse position than the others." Our second finding is that it is very hard to compare measures to encourage exports in different countries, at least on a quantitative basis. For example country A will start an export-credit guarantee which--quantity-wise--looks much better than in Country B. But if one looks a little closer, this export-credit guarantee, which looks so good quantity-wise and on paper, is cancelIed out by a particularly long interval before payments begin, i.e. the period which elapses between the event insured against and payment of the compensation. Intervals such as these bring companies in liquidity difficulties to the brink of ruin. What we mean to say is that the argument "We Germans are worse off than others as regards export promotion" should be used with care, and that such unequivocal comments as are made not only by you but by your colleagues in other EEC or OECD countries do not always have sum a clear basis.
AUDOUARD: Of course everyone believes that other countries are Heaven and his own Hell. I should like to give you a specific example showing the definite advantage French industry has over ours: our system allows tax refunds on exports. These rebates are equivalent to repayment of the accumulations of turnover tax on a product before it is exported. When it is exported, an estimated amount of 3,5% is set aside on the assumption that this estimate in fact corresponds to the amount due for accumulated turnover tax. Doubtless there are products where the estimated amount quite accidentally corresponds to the amount due, but we have definitely established there are many products--including many in our own field of mechanical engineering--which certainly bear a higher rate of turnover tax. French products, on the other hand, have a definite advantage, for, thanks to the system in force there, when exports leave the country, they are not subject to any turnover tax.
INTERECONOMICS: Mr. Audouard, let, us turn to the measures taken to promote exports, by use of a crash programme to help industry improve its export position. "What measures should the Federal Republic take to strengthen the competitive position of German industry on the international market? AUDOUARD: It is impossible to give a brief answer here, for the simple reason that the structure varies too widely from one sector of industry to another.
INTERECONOMIfiS: Could we then perhaps take as an example your sector--mechanical engineering?
AUDOUARD: All of us here know the situation which has arisen due to restrictions upon the capital market. It is a fact that those restrictions have deliberately caused an increase in the cost of financing. In mechanical engineering costs are of decisive importance, not only in manufacturing, for investment, etc. but also in the actual running of the business. And if you think that over the last two years--I am now deliberately not exaggerating--the cost of financing INTERECONOMtCS, No. 1, 1966. has risen a good 50o/o whilst in France, the Banque Nationale de Commerce Extfrieur applies a flat rate of 3~ for all refinancing and in Britain in spite of the high discount rate of 5V~. % there is a uniform system for a I 1 long-term business, you will see what difference a rate of 8-9% makes to the financing costs in the German economy. There are big differences indeed--at least in business with fixed assets.
tNTERECONOMtCS: What can the authorities do about this? AUDOUARD: At the recent VDMA meeting it was repeated quite clearly that we do not want subsidies, and have never requested any, but only to be put on an equal footing. I should like to ask you: do you consider the established rate of interest of 3~Vo on all long-term export financing consistently applied in France to be a subsidy or not? For myself, I am of the opinion that it is a subsidy. It is therefore obvious that we should request a state interest subsidy. This is a matter which will want to be considered very seriously if we fall still further behind, taking into account all the consequences such an interest subsidy might have for the entire capital and money market. But there are other methods, There is, for instance, the Bundesbank's socalled "Ceiling B" financing at the rate of 5V._,~ At the same time I should like to mention the endearours to, introduce the so-called "Ceiling C" under export credits. t do not understand the reason why "Ceiling C" has come to a standstill.
INTERECONOMICS : You have just given a very concrete example of where something could be done. Earlier you mentioned that the 3 0/, interest rates in France should be regarded as a subsidy, and you would never ask for such a subsidy. But when you talk about compensation, you a r e demanding a subsidy.
AUDOUARD: Well, I must explain that calling the Bundesbank's "Ceiling B" a subsidy is like throwing the baby out with the bath-water or taking a purely abstract view. We must remember the origins of "Ceiling B": at one time it was the point of departure for all financing. The economy has made good use of it and is certainly thankful that this was done. As you know, "Ceiling B" was run down because of the way business was tending. This--in particular the balance of payments position--no longer exists. I will not therefore ask the hypothetical question whether "Ceiling B" was a subsidy. I assume its last phase could be so described. But it is nevertheless only a small concession towards conditions currently prevailing in the USA, Great Britain, France and Italy, let alone arrangements current in the Netherlands and Belgium.
I NTERECONOMtCS:
Mr. Audouard, you have mentioned in this connection important competitors of Germany--France, Great Britain, Italy, USA. Recently there has been more and more talk of how these countries are stepping up their export drives. Can it really be assumed that the export drives of these countries will have such serious effects on German industry and particularly upon its export capacity? Should we perhaps differentiate between one country and another? How seriously should the export drive be taken?
AUDOUARD: The export drive of another country, cannot influence competitive ability provided there are no subsidies which, so to say, distort the picture from the inside. But that export drives in other countries worry us very much is very obvious indeed. However, I share your opinion that a certain amount of differentiation is necessary.
We all know that five years ago the Americans were not in the least export-minded hut towards the end of the Eisenhower administration these matters had already begun to claim attention. Then came the Kennedy administration and the whole picture changed. Take for example the total American aid commitments for deliveries from the USA and various other measures. Think of the Trade Expansion Act, although, of course, there is a reciprocal element in this. This is not simply a situation which is confined to American industry but I do feel that the psychological moment for making American industry exportminded was almost more important than the actual measures taken. You should not overlook the fact that--although it cannot be expressed in actual numbers--the Americans enjoy very real preferences all over the Western Hemisphere. In my view, this is another revival of the Monroe Doctrine. American activities in South America are exceptionally strong and powerful and this was certainly not the case five years ago. You have only to look at the statistics to see h o w active the Americans are.
And take
Great Britain, The English, in my opinion, have to face the most enormous difficulties, But their export effort is the more intensive, In May last year we had a talk with British industrialists in our field, gentlemen from the British Federation of Mechanical Engineering Industries. During this discussion we discovered that the percentage of English mechanical engineers who do export is much lower than over here. Here you can really say that every other firm in mechanical engineering exports, whilst in England only every fourth or fifth firm does, although what the English are now doing to bring smaller firms into the export market is absolutely astonishing. The dynamism of the English offers is really surprising. With our natural energy we have gone into all those markets which earlier we only considered marginal--some markets in the sterling area, etc.,--and we must admit that this is no longer sufficient. The English have suddenly come to life in this field. In Great Britain exports are the thing today--we can see this in every market. And when one says that the USA receives a certain intangible kind of preferential treatment in South and Central America, this holds for Great Britain in the Commonwealth--for language reasons and particularly because of the banking system, but also because they have no exchange risks as we know them.
[NTERECONOMICS:
What about the third country we are worried about--France?
AUDOUARD: Whilst we are talking of preferences, France has a huge preference zone in the largest parts of Black Africa. The preferential treatment here stems not so much from the actual price levels or measures taken for the promotion of exports--these are accepted by French exporters as a natural thing. The most important factor there is the problem of sales=-distribution in these countries-also the fact that they have people everywhere. In addition, moreover--and this should be mentioned here--something very positive has been born of this situation and from the activities of the French; namely, the European business on joint account. This is of considerable importance and, without going into details, it can be said there is scarcely largescale business operation of importance today where efforts are not being made to carry it through as European syndicate operation. In very many cases this has been successful.
I NTERECONOMICS: Your comments on these three countries show that the export drives of the USA, Great Britain and France have led to a new situation for Germany's exports. German exporters are feeling the increased competition from rivals. How do you think the German exporter can bring the German export industry into line--by so-called "crash programme" measures which can be taken from standard devices of a market-economy?
AUDOUARD: When you talk of a "crash programme" you really mean intensified sales activities which must be set in motion now. There is no doubt that certain reserves are available here. You know as weI1 as I that German industry has always been very forceful in approaching foreign markets. But you will find in practically every firm that exports tend to be concentrated --although perhaps with fluctuations--on a proportionately smalI number of countries. If you will take the trouble to investigate this for yourselves, you will find that whole countries do from 35~ to 50~ of their total export business with five or six markets. This is well-known. And this does not apply only to individual countries and irzdustries, but also to individual firms. It is quite understandable, of course, that with the pressure on delivery dates and the pressure of work necessary to fulfil existing contracts and the current labour shortage, it is very difficult to find new markets all the time as well as attending to business in hand.
INTERECONOMICS: Could you
give some explanation about the Press report a few days ago head- INTERECONOMICS, No. 1, 1965. ed: "ENCOURAGEMENT OF MAR-KET RESEARCH ABROAD". You spoke of opening up new areas. The Federal Ministry for Economic Affairs wants suggestions and ideas from industry for the 1967 budget and such research will receive financial support from the Government. We know this system from France and the USA. Now suggestions are wanted from us: which system would be useful for us and which could we adopt. What do you think of this proposal? AUDOUARD: If I am properly informed, the French and American systems mean that market research risks are guaranteed by the State. I think there is no question that this is a good thing.
INTERECONOMICS:
So you consider this approach to be completely positive?
AUDOUARD-Yes, we have tried for this for many years and it was only about four or six weeks ago that the first talks took place with the Arbeitsgemeinschaft Entwicklungs!~inder (The Study Group for Developing Countries).
INTERECONOMICS: That is
o n e possibility--to encourage market research which should lead to increased overseas business. What is the position with regard to market research in German trade associations? What can a trade association do before such a market research system is set up: by the Government?
AUDOUARD: We have of course looked into this, and a trade association can supply the basis for market research and .can show firms how to set about it. As a start we can, for example, collate all the statistics for those industrial exporting countries supplying a certain market. Then; in individual cases, we can break these down to comparatively small items. What we cannot do, however, is to undertake our own market research because we would have to make the results available to a 1 1 firms and, in certain instances, this might harm t h o s e firms that are already well-established in one market or another. These companies would naturally come to us and ask: "Have you nothing better to do than set our competitors upon US?"
INTERECONOMICS: You mentioned earlier a second problem which is important from the sales standpoint, namely the well-organised distribution system built up by some European countries in their traditional markets. The economy of the Federal Republic invests abroad only about the value of 1.5~ of its annual exports including investment in external sales organisations. The USA, on the other hand, invests about 15 0/~ of the value of its annual exports in the form of private capital investment abroad and its sales organisation--as it exists in Germany alongside the manufacturing side--plays a not unimportant role. What recommendations should we make to a German export firm? Do you see any future in improved co-operation, in joint ventures into foreign markets so that the risks involved in setting up a sales organisation in export markets are also shared?
AUDOUARD: There is no ready answer to this, because each firm has different problems. There may well be markets where such investment should be started immediately because there is no other solution. But there are other markets where things are easier and still others where production should be started right away. Of course, this is the most difficult kind of investment and the type which the German exporter is least prepared to make. Indeed, it is my opinion that in a number of markets it is possible and practical for non-competing companies to get together and set up in one market or another maintenance workshops, stocks of spare parts and all the rest.
INTERECONOMICS: Talking of a "turning point" in German exports, due to developments in competitors countries, perhaps we should recommend something on the lines of: "Press on ... go into the export markets and get your foot in the door!" AUDOUARD: I
am not yet certain whether we should talk of a "turning point". What I do believe is that we must change our way of thinking and that the outcome must be a higher rate of investment in exports. In my view, this is unavoidable.
INTERECONOMICS:
What could the German banking system --wMch you mentioned earlier--contribute? Compared with French and English systems it is much less developed abroad. AUDOUARD-One can be in several minds about the attitudes of banks towards the help they have given and could give to exporting industries. We cannot deny that, in the beginning when industry was building up its export business, the banks gave very effective help. But as the function of financing became more and more complicated due to long-term payment arrangements in the world market, banks became more and more reluctant to help, that is, they were prepared to offer facilities up to a certain point but in every case and very emphatically they refused to run any risk. We know that banks administer other people's money and therefore have to be more careful than other people but I still think that banks would do better--within limits--if they were more prepared to take risks than is now the case, since they appear to have reservations about almost everything connected with our credit needs and the like. Without wishing to criticise, I feel that banks could do far more than they have so far. I even think that in many ways they are nowadays more like bureaucratic agencies for administering funds than real bankers.
INTERECONOMICS: Our last
series of questions is about the development of demand--the demand from potential customer countries. In his Press conference on November 4th last year, Herr Schulz said that we must expect an easing of demand potential in important markets. What are the prospects for I9667 AUDOUARD: Taken by and large, the difficulties of our customer countries are increasing considerably. However, there are also improvements in some markets. Take countries like Greece and Spain, where market conditions are much better now than they were three or four years ago--and no doubt this balances out.
I NTERECONOMICS: Of course,
Greece and Spain are not exactly big export customers of German industry.
AUDOUARD: No, if you are talking about size, then the classifications must be EEC, the EFTA countries, the developing countries, and those in the Eastern bloc, and so on.
INTERECONOMICS: What is
Your opinion, for instance, of the outlook in Italy for 19667 AUDOUARD: I feel that after the difficulties the Italians have had in 1963 and 1964, which they have had to make heavy sacrifices to overcome, even partially, an at least fairly constant development is to be anticipated. We cannot expect any considerable increase in our exports to Italy. On the other hand, I do not think we should anticipate any important reverses or the like.
INTERECONOMICS:
Yea are very cautious, Mr. Audouard. In the department of our institute whid~ does research on market trends, we are definitely optimistic about Italy, and also about France. We don't know how you see this --the export outlook, that is.
AUDOUARD: You must have evidence which you have studied showing that market conditions in our two main partners in the Common Market will definitely not develop along negative lines in 1966, and that this will have certain effects upon our total exports is a natural consequence of the way these countries integrate. But if we take capital goods on their own, investment in these two countries should on no account be considered merely as a point of departure for the export of our capital goods. This is because both countries, in spite of integration and, I might say, contrary to the spirit of the Treaty of Rome, are themselves increasingly producing these capital goods, in many cases with the engineering aid of other countries. They are frantically trying to maintain production at full capacity at home. So favourable business trends in these two EEC countries cannot be related to our exports.
INTERECONOMICS;
But the outlook--one might say--is in no way negative, but quite definitely positive.
AUDOUARD: There is, of course, quite a difference between "not negative" and "definitely positive". I should like to repeat: the outlook is about the same. But I cannot see any reason for a rise in exports of capital goods to these countries.
INTERECONOMICS:
What is the outlook for the biggest export market--the USA?
